Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010013-1

Fiii-. G i

97tH CONGRESS
1ST SESSION o 864

To amend the Accounting and Auditing Act of 1950 to require ongoing evalua-
tions and reports on the adequacy of the systems of internal accounting and
administrative control of each executive agency. .

2,

IN THE SENATE OF THE UNITED STATES

APRIL 2 (legislative day, FEBRUARY 16), 1981
Mr. EacLETON (for himself, Mr. PErRcY, Mr. MATHIAS, Mr. RoTH, Mr. CHILES,
Mr. Sasser, Mr. Pryor, Mr. LEvVIN, and Mr. SARBANES) introduced the
following bill; which was read twice and referred to the Committee on
Governmental Affairs

A BILL

To amend the Accounting and Auditing Act of 1950 to require
ongoing evaluations and reports on the adequacy of the
systems of internal accounting and administrative control of

each executive agency.

1 Be 1t enacted by the Senate and House of Representa-
twves of the Unated States of America in Congress assembled,
SHORT TITLE

SEcTION 1. This Act may be cited as the “Financial

N S~

Integrity Act of 1981".
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1 FINDINGS AND POLICY
2 SEc. 2. (a) The Congress hereby finds that—
3 (1) fraud, waste, and mismanagement have caused
4 a serious crisis of confidence in Federal Government
5 programs and agencies;
6 (2) fraud and errors in Federal programs are more
7 likely‘to occur from a lack of effective systems of inter-
8 nal accounting and administrative control in the
9 Federal agencies;
10 (3) effective systems of internal accounting and
11 administrative control provide the basic foundation
12 upon which a structure of public accountability must be
13 built;
14 (4) effective systems of internal accounting and
15 administrative control are necessary to provide assur-
16 ance that Federal assets and funds are adequately safe-
17 guarded as well as to produce reliable financial infor-
18 mation for the agency;
19 (5) systems of internal éccounting and administra-
20 tive control are necessarily dynamic and must be con-
21 tinuously evaluated and where necessary improved;
22 and
23 (6) reports regarding the adequacy of the systems
24 of internal accounting and administrative control of
25 each Federal agency are necessary to enable the ex-
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1 ecutive branch, the Congress, and the public to evalu-

2 ate the agency’s performance of its public responsibil-

3 ities and accountability.

4 (b) It is hereby declared to be the policy of the United

5 States that—

6 (1) each Federal agency must maintain effective

7 systems of internal accounting and administrative con-

8 trol as an integral part of its management practices;

9 (2) the systems of internal accounting and admin-
10 istrative control of each Federal agency shall be evalu-
11 ated on an ongoing basis and when detected, weak-
12 nesses must be promptly corrected; and
13 (3) all levels of management of the Federal agen-
14 cies must involve themselves in assessing and strength-
15 ening the systems of internal accounting and adminis-
16 trative control to minimize fraud, errors, abuse, and
17 waste of Government funds.

18 DEFINITIONS

19 SEcC. 3. As used in this Act:

20 (a) The term ‘“President” means the President of the
21 United States.

22 (b) The term ‘“‘Comptroller General” means the Comp-
23 troller General of the United States.

24 (¢) The term ‘““Director” means the Director of the
25 Office of Management and Budget.

S, B61—is
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SEC. 4. Section 113 of the Accounting and Auditing
Act of 1950, as amended (31 U.S.C. 66a), is amended by
adding at the end thereof the following new subsection:

“(d)(1) To ensure that the requirements of subsection
(a)(3) of this section are fully complied with, the head of each
executive agency, which the Director determines to be cov-
ered by this subsection, shall prepare a report stating an

opinion on the adequacy of the agency’s systems of internal

© X O Ot ks W N

accounting and administrative control by December 31,

—
<

1982, and by December 31 following the end of each fiscal

[y
[y

year thereafter.

—
Do

“(2) The reports shall be signed by the head of each

[y
L

executive agency and addressed to the President. Such re-

[
S

ports shall also be made available to Congress and the public.

p—t
O

“(3) By December 31, 1981, the Comptroller General,

—
lop)

in consultation with the Director, shall establish a system of

[—y
-3

reporting and a general framework to guide the agencies in

—
ao

performing evaluations on their systems of internal account-

[y
Ne)

ing and administrative control. The Comptroller General, in

[\V)
o

consultation with the Director, may modify the format for the

[\)
—

report or the framework for conducting the evaluations from

[\]
[\

time to time as deemed necessary.

[\
L

“(4) Internal accounting and administrative controls are

bo
e~

to be defined by the Comptroller General, and shall provide

reasonable assurances that—

[\
Ot
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“() all obligations and costs were in compliance
with applicable law;

“(i)) all funds, property, and other assets were
safeguarded against waste, loss, unauthorized use, or
misappropriation; and

“(m) all revenues and expenditures applicable to
agency operations were properly recorded and ac-
counted for to permit the preparation of accounts and
reliable financial and statistical reports and to maintain
accountability over the assets.

Any inadequacy or material weaknesses in an agency’s sys-
tems of internal accounting and administrative control which
prevents the head of the agency from stating that the
agency’s systems of internal accounting and administrative
control provided reasonable assurances that each of the ob-
jectives specified above were achieved shall be identified and
the plans and schedule for correcting any such inadequacy
described in detail.

“(5)(A) The Inspector General of an executive agency
or, if no Inspector General exists for an agency, the head of
the internal audit staff, shall receive and investigate any alle-
gation that an employee of the agency provided false or mis-
leading information in connection with the evaluation of the
agency’s systems of internal accounting and administrative

control or in connection with the preparation of the annual

8. 864—is
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6
report on the svstems of internal accounting and administra-
tive control.

“(B) If, in connection with any investigation under sub-
paragraph (a), the Inspector General or the head of the inter-
nal audit staff, as appropriate, determines that there is rea-
sonable cause to believe that false or misleading information
was provided, he shall report that determination to the head
of the agency.

“(C) The head of the agency shall review any matter
referred to him under subparagraph (b) and shall take action
under chapter 75 of title 5, United States Code, or such other

disciplinary or corrective action as he deems necessary.”.

O
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contract or to cause the lguidation of & 80~
curities contract, nor shall any cowrt isstus
‘any order preventing,

prohibiting the exercise of sueh

right, unless such order is authoriwed wnder
the provisions of the Securities Investor Pro-
tection Act of 197% (16 U.5.0. Teass &t 90g.)
or is required beesuse of & threat to the na-
uow.ecumy.nummmm,m

terme— o

(1) “contractusl right” includes, but is
not Hmited to, s right set forth in & rule or
bylsw of & national securities exchange, &
national securities association, ore securities

(3) “securities contract” means & securi-
ties contract as defined in section 741 of title
11 of the United States Code.
of Federal or State

tractus! right to liquidate a commodity con-
tract or forward , or to cause the
liquidation of a commodity contract or for-

hi
right unless such order is required becauss
of & threst to the hational sscusity. As wsed
in this section, the term— _

(1) “contractual right” inctudes, but s
not limited te, a right set forth in s rule or

236 ihall apply to courts of r
tinued by section 404(s) of the Act of No-
/ember 6, 1878 (Public Law 96-580; 92 Stat.
T~ 2549).

SI)G. 504. This Act may be cited, as the
“Ba Amendments Act of 1080,

Sze. 306. (») Section $ of the Military Per-
sonnel and Civilian Bmployees’ Claims Act of
1064, as amended (T8 Stat. 767, as amended;
81 U.8.0. 261), Is smended as follows:

(1) By striking out “$15,000” in subsection
(8) (1) and inserting im piace thersof ~$38,-
000",

(1) By striktng out ~$15,000” In subsection
(()&11) and fnseridng ia placs thereof “$28,-

() The amendments provided in subsec-
tion (a) of this section shall apply to claims
based upon damage to, or loss of, persomal
property which occurs after the date of the
enactment.

By Mr. EAGLETON (for himself,
Mr. Prrcy, Mr. MaTaus, Mr.
RorH, Mr. CHiLEs, Mr. SASSER,
Mr. Pryor, Mr. Lavin, and Mr.
SarBANES)

S. 864. A bil} to amend the Accounting
and Auditing Act of 1950 to require on-
going evaluations and reports on the ade-
quacy of the systems of internal account-
ing and administrative control of each
executive agency; to the Committee on
Governmental Affairs.

PINANTIAL DFTEGRITY ACT OF 1881

® Mr. EAGLETON. Mr. President, I in-
troduce today legislation intended to
8 the internal accounting and
administrative controls maintained by
Wederal agencies. This is not exactly a
lamorous subject, but it is & vitally im-
—portant area. Retiring Compiroller Gen-
eral Elmer Staats has called internal
controls the “first line of defense against

, staying, er otherwise /I
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BOxTRTAS. I am pleased that those Bena~
tors are again cosponsering the legisla-
tion, along with Senators RoTH, CHRIS,
Pryon, Sasssn, Lavin, snd Sansawxs. The
number of cosponsors demonstirates a
growing awareness of how serious the
Federal Government’s vulnerability to
fraud, waste, and mismanagement is, and
that improved nternal comtrois could
play an important part i the batile
against those affictions.

Beghming
GSA In mid-1978, the public has been
ed continually with headlines

programs. In one stunning revelstion, the
Inspector General at Heah, Education,
and Welfare estimated that between $0.3

billion and $7.4 billion was misspent an- -

nually at his Department as a result of
fraud, abuse, and waste—at & minimum.
Surveying the entire lJandscape, an offl-
cial of the General Acecounting Office,
knowledgenble in this area, esthmated In
1978 that fraud in Federal programs
ranged from §12 to $15 billlon annusally

unaeceptabl permit
squandering of billlons of dollars at this
time of double-digit Infiation and searce
budetary resources. It fuels the fires of
inflation. It robs Federal resources which
might otherwise be avaflable to meet
legitimate-—even pressing—needs. It pro-
motes undersiandable public cynicism
about all Federal programs, eroding sup-
port for these acttvities.

There is no miracle cure to these prob-
lems. A government as large as ours will
never be perfectly admimistered, and
there is a morally bankrupt, but widely
held notion that stealing from the Gov-
ernment is somehow less bad than steal-
ing from an Individual.

But there are significant steps that can
be taken to improve the sitmation, to in-
sure that Pederal are adminis-

tions to the problem. -

At about the same time that the GSA
scandal was making daily news, a GAO
report stated that poor internal controls
are the No. 1 problem in Federal Govern-
ment agencies. A preoccupation with de-
tecting fraud and wasje after the fact
obscured the possibility that weakness in
internal conirols may have opened the
door to abuses in the first place. As Mr.
Staats has stated:

Important as the detection of fraud, abuse
and error is, detection gshould not be our pri-

mary concern as government managers. our
prime concern should be directed toward con-

- gtructing systems of mansgement control

that will prevent fraud and abuss, make 1t
more dificult, and decreass the Mkelfhood of
error and waste.

Horror stories where fraud, waste, and
mismanagement ean be directly atirib-
uted to imadequate internal controls
abound. For example:

April 2, 1981

Over $35 million has been paid out
erroneously because of internal eomtrol
weaknesses in the supplemental security
income program (GAO Report, August 8,
1979

).

The Department of Justice cannot ade-
quately monitor the eellection of debts
because its mensgement informatien
system does not provide accurate and
comprehensive dsta on such debts (GAO
Report, October 25, 1978).

An IG audit of logistics
office supply, warehousing, and purchas-
ing—at one NASA installation disclosed
a need for several improvements in baskc
internal controls. Major problems were
that suppiies were being procured at
substantially higher prices than were
available thromgh GBA, and the inven-
tory records snd supply activity data
were not being adequately maintained
(NASA IG report for period ending Sep~
tember 30, 1979).

According to the IG in the Depart-
ment of Commerce, mternal controls in
the Bureau of the Census payroil system
were inadequate to prevent
payments or iemtiy fietitious employ-
ees. Neither was the system adeguate to
handle the volume of transactions pro-
jected in the 1980 census year (DOC IG
report for period exding September 30,

. 1979).

A special sudit by Inspectors General
of 17 agencies, released in March 18,
1980, hearings before Senator CHLES’
Subcommittee on Open Government, in-
dicates that over the last 10 years, Wash-
ington-based Federal agencies bought
$1.2 bilion worth of new office furniture
even though $373 milllon worth of new
or slightly used furnidure was in storage.
Agencies have no menegement systems
to determine what furniture they have
on hand before buying new ftems. The
audit also revealed that agencies spent
$36 mfillion on new furniture in the pre-
ceding 4 months despite a freeze imposed
on such purchases by OMB and G8A.

These cases where the wrongdoing or
problem was detected represent only the
tip of the iceberg. The Comptroller Gen~
eral to the existence of the ice-
berg in no uncertain terms testifying be-
fore the Senate Appropriations Commit-
tee early in 1979:

Based on our work we belteve that all of the
agencies visited are vulmerable to fraud and
abuse. This is because Federal headquarters,
regional offices, and otler fteld locations and
grantees have inadequate internal controls
over their operations. As a result, thers is
insuficlent assurance that Federal funds
spent at these locations are spent for the
purposes intended. In fact, during our testing
of selected internal control systems, we found
Federal funds and equipment that had been
abused and misused at most locations vistted.

GAO reports a total of 130,000 cases of
fraud and other fllegal acts aleged
against 21 major agencies In the 215
years ending March 31, 1979. The Comp-
troller General has stated that these
problems occur because of the lack of
adequate internal certrols over particw-
Iar tasks that must be performed. Surely,
sound internal controls coulkd have great-
ly reduced this number. )

There is a pressing need to return to

‘basics: Strong integrated systems of
accounting wiministretive controls

and
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to insure that Government employees
know what t0 do and do it effectively,

atfundsmspemmmus‘{ntmded

__.at maximum return is’ received for

every dommat services are de-
livered as

In recent years, Congress has devoted
considerable e!fort t0 making corpora-
tions and other private entities more
accountabie for their actions. In response
to revelations concerning corporate
bribery abroad, Congress enacted the
Foreign Corrupt Practices Act. FCPA ob-
ligated the chief executive officers of
corporations to verify that their corpo-
rations maintained internal control sys-
tems adequate to insure that such mis-
use of corporate funds was not occur-
ring. Federal agency heads must be simi-
larly accountable. It is necessary to con-
vince Federal managers that the respon-
sibiity to delver funds end services
carries with it the obligation to do so in
a financially responsible way. This re-
quires blasting loose some ingrained wt-
titudes. As Mr, Staats has sald:

The resson intarnal control systems are in
o state of disrepalr is that top management
has devoted most of 1ts concern and émpha-
sis to delivering funds and services and that
effective ocontrols over teasks and functions

1d change that approach significant-
v, It provides that the head of each
ey would be required by December
w2 Of each year, beginmng in December
1982, tompm-tontheadeqtmyofthe
agency’s systems of internal accounting
and administretivé control. GAO and
OMB are required {0 establish the format
for such reports and, mme importantly,
to provide guidelines for per!orm!ng

W control evaluations.
The agency heads would be required
certify that the agency's internal ac-
co! and .administrative control
systems provided reasomable assurances

that the objectives of internal account-
ing and edministrative control as speci-
fled in the legislation were achleved

these reportiuz requirements on a.gency
heads will solve all the problems which
have led to fraud and waste In Federal
programs. However, if this legislation
were enacted, I expect that the agency
heads would assume more formal re-
sponsibility for the quality of the
agency’s internal accounting and admin-
istrative controls, with resulting im-
provements in agency operations Hkely
from top to bottom. Enacting this legis-
lation would also reflect Congress’ rec-
oomition” that the internal controls of
‘eral agencies are too important to be
v 0 the accountants and audttors;
literally billions of dollars are at Me
and the issue demands the attention of
top management in the executive branch

The legislation we introduce todny
["wou
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uweauthemﬂnamg?wersishto!
OCongress.

Mr. President, I adk unasimous con-
sent that the text of the'legisiation be
printéd in full in the Racoss.

Thére being 10 objectish, @he bill was
ordered to be printed in the Recorp, as
follows:

8. 864

Be it enaocted by the Senate and House
of Representatives of the Untted States of
America in Congress assembled,

-~ SHORT TITLE i

Srorron 1. This Act may be cited as the
“Financial Integrity Act of 1981~

' FINDINGS AND POLICY

Sec. 2. (a) The Congress hereby finds
that—

(1) fraud, waste, and mismanagement
have caused & serfous crisis of confidence
in Federal Government programs and agen-
cies;

(2) fraud and errors in Federal programs
are more likely to occur from a Mck of effec-
tive systems of intarmal eccounting and ad-
ministrative contrel in the Pederal agencies;

(3) effective systems of inteczial t-
ing and administrative contral provide the
basic foundation upon which a structure of

agency,
(B) systems of internal accounting and
administrative control are necessarily dy-
namic and mmust be eontlmmuﬂy evaluated
and where necessary unprond

(8) reports regarding the deqmoy of the
systermms of tnbernal accounting and edmin-
istrative contral of each Federal egency are
necessaly $0 enable the enecwtive branch, the
Congress, and the public to eveluste the
agency’'s performance of its public responsi-
bilities and accountabllity.

(b) It 45 heredby declared %o be the policy

‘of the United States

its management practices;

(2) the systems of internal eccounting and
administrative control of sach Federal agency
shall be evaluated on an ongoling dbasis and
when detected, weaknesses must be promptly
corrected; and

(3) all Jevels of management of the Federal

minimaze fraud, errors, abule end waste off
Government funds.
DEFINITIONS

Sxc. a. As used in tide Aot:

(a) The term “President” means the Pres-
ident of the United States.

(b) The term “Comptroter General” means
the Comptrolier General of the United &

d

Ammmma 1960, a8 amended (31 US.C.

66a), 1s amemded by addimg at the end
thereof the Tallowing new subsection :

“{(d) (1) To ensure that the requirements

of subsection (a)(3) of this saction are fully

complied with, the head of each executive

the agency's apatems
and admintsteative by Decemebr 31,
1882, and ¥y Decémber 31 the end

“@) mmmmmbym
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head of sach enscutive agenoy and addvessed
%0 the President. mm
made avetlable to Coagress and

*(3) By Deostxder 31,
troller General, n

tmoontronmtobowdoa by the Comp- _
troller General, and shall Jovide reasonable |
assurances that—

able assurances that each mo objectives
specified above were achieved shall be iden-
tified and the plans and sohedule for cor-
reounc any such inadegumcy described in

“(5)(A) The Inspector Ganeral of an exec-
General
exists for an

end ad-.
m.i.niltlle tnuuuooon:’o‘lh:r :”u‘m sonnection with
preparation annual report on the
systemns of internal
rrlionlioraary scoounting and admin-
“(B) If, in comnection with sny investi-
getion under sulparagreph (A). the In-
specior General or the hasd of the Internst
audit staﬂ’ as appropriate, determines that
there is reasonable causp to bslieve that

false fo!x)' information was pro-

vided, he shall rwt tm determination

the head of the q ' to
“(C) The hesd of sgency shall review

any matter referred to hith under subpara-
graph (B) and shall take action under chap-
ter 76 of title 8, Untted States Code, or such
other disciplinary or corrective action as he
dﬂ.m' n.“m‘u'.
® Mr. SABSSER. Mr, ent. I rise to
su,be my support for 8. 884, The Finan-
cial Integrity Act of 1961, which I am
-oosponsoring. My

AGLETON, for introducing this bill to re-
quire Federal agency heads to take the
responsibility for the adequacy of their
agency’s management cantrol gystem and
to make anmnal reports on it.

th;mmm!n u:llu'oesor.
-cutting fervor ed in
history, every effort o to
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who want to make severe cuts in the Federal
budget view improved management as one
means of making those cuts, while the bene-
ficlaries of the programs that might be cut
view better management as & means of re-
ducing their losses.

There is plenty of room for improve-
ment in management control. A GAO
study, released last August, showed that
weaknesses in the internal control of the
agencies can be blamed for billions of
dollars that are lost annually through
fraud, waste, and abuse.

The internal controls suggested by the
GAO study amount to basic good man-
agement principles. In a New York Times
article, reporter Steve Lohr noted:

These weaknesses, the GAO suggests, can
be corrected without the application of com-
plex management systems or fancy computer
technology. Rather, the use of even rudi-
mentary accounting and auditing procedures
would greatly help. For instance, the agency
found that at some Health Services Admin-
istration offices, mail containing cash receipts
was collected, logged in and processed by
one person. Having more than one person
count the money contained in cash-holding
envelopes is probably the simplest possible
kind of control;. it is the example almost
always used to illustrate to beginning audit-
ing students what internal control is.” (New
York Times, March 29, 1981: “The Big Push
Is On To Make Government Watch Its
Money”)

One of the more spectacular examples
of a breakdown in internal control is the
case of the Urban Mass Transit Adminis-
tration accounting clerk who managed
to embezzle $800,000 by routinely adding
this own name to the list of vouchers
for payment which UMTA submitted to
the Department of Treasury. That clerk
would still be merrily driving Lincoln
Continentals and giving large loans to
his friends at the office if it had not been
for an alert banker. The embezzler was
regularly depositing large Federal checks,
in amounts ranging between $55,000 to
$315,000, in his bank account. It was the
bank, not the agencies involved, that
blew the whistle.

This case of fraud in the Federal agen-
cies could have been avoided if inter-
nal control procedures had been insti-
tuted. The accounting clerk responsi-
ble for preparing the vouchers should
not have had access to them after the
certifying officer signed them. The of-
ficer doing the signing should have been
more careful. And the vouchers them-
selves should have been marked so that
additional entries could not be made.
Yet, because simple procedures like these
were not followed, $800 thousand slipped
out of the control of the agencies respon-
sible for the money.

The legislation introduced by Senator
EacLETON today, with my cosponsorship,
seeks to strengthen the internal controls
maintained by the Federal agencies. It
is one more check against fraud, waste,
and abuse in Government programs. Its
objectives are similar to several other
initiatives I have sponsored, including
the GAO hotline, a successful effort of-
fering a nationwide, toll-free number
that concerned citizens can call to report
instances of fraud and wrongdoing.

Legislation I have cosponsored, 8. 591,

to establish better procedures for the
collection of outstanding debts owed the

CONGRESSIONAL RECORD — SENATE

Pederal Government, is another means
of conserving resources through better
management. I believe that these two
bills go hand-in-hand in the effort to
eradicate fraud, waste, and abuse
through tighter controls.

We are already too far behind the pri-
vate sector in instituting such basic
management controls, Keeping an eye
on the bottomline has not been the pri-
mary concern of the Government man-
ager charged with delivering much-
needed services. However, the time has
come for government to take a leaf from
the ledger of private business, insofar as
it is possible. Then more of our precious
resources can go into the programs,
where they belong.

The introduction of the Financial In-
tegrity Act of 1981 is a step toward
tightening up the management of Fed-
eral programs throughout the Govern-
ment., I am pleased to support this
legislation.®
® Mr. ROTH. Mr. President, I rise in
support of the Financial Integrity Act of
1981. I commend Senator. EAGLETON, the
distinguished ranking member of the
Governmental Affairs Committee, for his
initiative in developing this legislation.

I believe this legislation, if imple-
mented effectively, can help to improve
the management of Federal programs
and strengthen agency accounting syse-
tems. The bill has as its primary objec-
tive the improvement of internal agency
control systems to prevent fraud, abuse,
and waste in Government. The underly-
ing premise of the bill is that inefficient
or wasteful spending should be, to the
greatest extent possible, prevented be-
fore it is allowed to happen. Greater ef-
forts must be made to reduce to a mini-
mum the opportunities for fraudulent
activity and the ineffective financial pro-
cedures which exist in many Federal
agencies. A little more care in designing
agency administrative mechanisms can
yield a great deal more savings down the
road.

Mr. President, I view improvements in
the efficiency of Government as a vital
corollary to spending restraint. Simply
stated, the Government must do more
with what it has, and the elimination of
fraud, abuse, and waste will make that
possible. The Governmental Affairs will
be considering a number of initiatives
this year designed to improve the man-
agement of Federal programs. We plan
to carefully consider the Financial Integ-
rity Act and I look forward to working
with the distinguished ranking member
of the committee on the bill.@

By Mr. PRYOR (for himself and

Mr. BUMPERS) :

8. 865. A bill to amend the Small Busi-
ness Act to provide that any change in
regulations affecting the disaster loan
provisions of such act shall not apply
to applications for disaster loan assist-
ance received before the effective date
of the change; to the Committee on
Small Business.

EQUITY FOR DISASTER RELIEF LOAN APPLICANTS
® Mr. PRYOR. Mr. President, today I
am introducing on behalf of myself and
Senator BumrErs' legislation which
amends the Small Business Act to insure

April 2, 1981

equitable treatment of all applicants
who have applied for loans under the
emergency disaster relief program o¢”
that act. This bill provides that ar
change in regulations affecting the disas-
ter loan provisions of this act would not
apply to applications for disaster loan
assistance received before the effective
date of the change.

Let me take a minute to tell my col-
leagues about the recent actions which
have prompted me to introduce this bill.
As many of you may know, much of the
United States was stricken by a devas-
tating drought last ummer. Many of
our Nation's farmers suffered significant
losses from this drought. The Small
Business Administration declared much
of the Southern region of the country
& disaster area and implemented a disas-
ter relief program.

The deadline for disaster relief appli-
cations was February 18, 1981. Almost
a month later, on March 11, after some
loans had been approved and funded, the
Office of Management and Budget in-
structed the Small Business Administra-
tion to withhold further funding for
disaster loan applications not yet ap-
proved. .

Subsequently, on March 19, a new set
of regulations governing disaster loans
was issued by the Small Business Ad-
ministration. The new rules reduced the
amounts of physical disaster loans to not
more than 60 percent of verified loss, im-
posed a credit elsewhere test on business
diaster loans and limited economic in-
Jjury loans to $100,000.

Mr. President, farmers in Arkansas
the State most severely affected by la.
summer’s drought—as well as farmers in
other affected States were caught com-
bletely by surprise since they had virtu-
ally been assured that this money would
be forthcoming as a source of capital for
planting this year’s crop.

These farmers had met SBA’s dead-
lines, filed their applications In good
faith and were assured by everyone they
talked to, including local SBA officials,
that although approvals and funding
might be a slow process, the money
would eventually be forthcoming to fund
approved loans. C

These farmers had evidently read the
same SBA literature that I had on the
program. Nowhere could I find it written
that the loans would be disbursed on a
“first-come, first-served basis” as is the
case with these loans.

The lack of employees to process the
applications in a timely manner was not
the fault of the farmers and yet they are
being penalized for this, I am afraid.

Mr. President, in introducing this
amendment I do not intend to argue the
pros and cons of these new regulations,
but rather point to the injustice done
many farmers nationwide when the rules
are changed in the middle of the game.

I have talked with many farmers lately
who are in limbo about their future.
Even if they should qualify for funding,
they are not at all sure that the 60 per-
cent will be enough to carry th
through the year. Some who had .
ranged for temporary bridge loans at
high interest rates to see them through
until their SBA loan was approved, now
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